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FISCAL ASPECTS OF CONTROL 
OF INFLATION 
by 
Walter Froehlich 


Fiscal policy is a powerful tool of stabilization policy. The eco- 
nomic situation of the last fifteen years makes it imperative that the 
effectiveness of fiscal policy in times of prosperity and inflation be 
explored. 


The present situation may well be called an uneasy triangle. High 
level employment, price stability, and absence of direct controls over 
wages and/or prices are not easy to achieve simultaneously. High 
level employment and price stability may be had, perhaps, at the 
price of direct controls — with far-reaching adverse economic and 
socio-political consequences; but direct controls are, at least in peace 
time, ineffective and on the whole destructive of our economic, social, 
and political system. Price stability and freedom from controls may 
be achieved, perhaps, at a rather modest level of employment — 
again with far-reaching adverse economic and socio-political con- 
sequences. On the other hand, high level employment without direct 
controls may involve creeping inflation. The cumulative consequences 
of prolonged creeping and seemingly irreversible price rises have been 
neither fully analyzed nor completely evaluated. 


There are a few preliminary questions: first, what exactly is in- 
flation? Is it simply a rise of general price averages, or of some specific 
price averages? Does inflation also occur if we have a fairly high 
degree of unused resources including much unemployed labor? Can 
rising prices at a low level of employment be persistent? 


Some economist has defined full employment as the situation where 
inflation begins. There may well exist, Lerner points out, “low level 
full employment.” Such a situation may be caused by rigidities, 
bottlenecks, monopoly situations in business and labor, and so forth. 
Rises of particular prices sufficient to cause a rise of the general 
price level may, indeed, start at a fairly low level of employment. 
Reliance on the large aggregates and their average behavior may be 
misleading. More disaggregation in economic analysis will be re- 
quired. We may have to consider the different behavior of industrial 
and agricultural prices, of prices of manufactured goods and of services, 
etc. There is some doubt to what extent monetary and fiscal policy 
can be useful in stabilizing price levels if distinct large groups of prices 
move strongly in different directions, or if prices in large areas are 
business or union administered. At least a very great, certainly 
more than proportional, impact on the responsive, sensitive prices in 
the more competitive sector of the economy will be needed to reach 
any desired over-all price level. 











Second, we may ask what, if any, is the permissible degree of in- 
flation in the short run or in the long run? There are greater evils 
than inflation as the Employment Act of 1946 clearly implies; there 
may well be a certain degree of inflation preferable to a certain de- 
gree of some other unpleasantness, e.g., unemployment or conversely 
a certain amount of unemployment preferable to a certain degree 
of inflation. Generally speaking, there will be less unemployment in 
a growing economy than in a stationary one. A greater output due 
to economic growth will, at the same amount of money, make for 
lower prices. On the other hand, a growing economy requires change 
and a high level of investment. For that reason, “frictional” unem- 
ployment due to industrial and regional change will be relatively 
high. For a growing economy like ours, this type of unemployment 
has been estimated as high as four per cent of the labor force. Mone- 
tary-fiscal measures may be moderately helpful in decreasing frictional 
unemployment, but they will be so only at overall rising prices. 


Our principal concern ought to be with the means to be applied 
for the control of inflation. Our main problem in the long run still 
is how and how well can we control inflation. Here we shall in- 
vestigate fiscal measures; however, interrelations of fiscal policies with 
— measures, especially of monetary policy, will have to be kept in 
mind. 


The basic idea of fiscal policy as developed over the last genera- 
tion is very simple. In good times business expands, spending more 
than its revenues. Therefore, business must borrow, partly from the 
banking system, or must in other ways acquire additional funds; 
hence, at some time prices of goods and services are likely to rise. In 
bad times, business contracts and spends less than its revenues; prices 
of goods and services are likely to fall. Fiscal policy attempts as 
nearly as possible, by varying tax yields and by varying expenditures, 
to stabilize. Considering all indirect effects and repercussions, the 
flow of expenditure in the economy and thus presumably the level 
of economic performance and probably also of prices as a whole are 
to be stabilized. In that sense Government revenue and spending 
must become compensatory, moving in the opposite direction as 
business revenue and spending moves. Government revenues should 
be greater than expenditure in prosperity, less than expenditure in 
depression. 


It must be noted that for the past generation economic policy in 
general and fiscal policy especially were mainly concerned with 
stabilizing levels of output and employment. With high unemploy- 
ment, deficit financing may well be compatible with unchanging 
prices; rising prices, moreover, may be considered of small im- 
portance, or indeed as actually desirable stimuli after a previous 
price fall. At any rate we should formulate our thinking on fiscal 
economics for purposes of controlling price levels and price level 
changes without losing sight of output and employment. 
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Turning toward the more complex reality, we immediately en- 
counter considerable difficulties. For stabilization purposes the actual 
cash flow is of primary importance. The administrative or conven- 
tional budget is of little help. A statement of receipts from and pay- 
ment to the public, usually known as the consolidated cash budget, 
will be of greater significance. The Bureau of the Budget, as well as 
the Treasury, provides us with statements of this kind. Yet we 
should go further and investigate the consequences and repercussions 
of different kinds of revenues and expenditures. 


It has been commonly accepted, at least among economists, that 
no budget, not even a balanced budget, is neutral. It would be tedious 
to review the rise and decline of the doctrine of the balanced budget 
multiplier. The formalized theorem is probably slowly losing in 
general acceptance. The theorem relates fiscal economics to the size 
of the National Income or of the Gross National Product. The latter 
aggregates include goods and services used by Government in a very 
peculiar way of reckoning. To assume that the size of the balanced 
budget multiplier is one — that is, that with a balanced budget in- 
crease, National Income increases at the same rate as the balanced 
budget — is only possible under the most artificial and unrealistic 
assumptions, excluding rather important and unavoidable reper- 
cussions. We must assume that the size of the balanced budget multi- 
plier, that is, the increase of National Income due to a balanced budget 
increase, is different according to such circumstances as the amount of 
unused resources, the impact on investment and consumption through 
expectations, and many other factors. The magnitude may be far 
below one, in fact very small, or even negative. 


Nevertheless, there is no doubt that the size of a balanced budget 
has an impact on the size of the National Income. As far as the 
price level is concerned we may assume, for the types of taxes and 
expenditures we actually have, that a balanced budget means a net 
absorption of capital funds and a net release of income funds. In a 
fairly easy or even moderately tight money market, the absorption 
of capital funds will have little effect; hence, even at low-level full 
employment the balanced budget will be expansionary and, under the 
assumptions made, likely inflationary. Only if a balanced budget is 
combined with a rather stringent monetary policy can inflationary 
consequences under full employment be avoided. Under the formal 
assumptions of National Income analysis it would also be conceivable 
to combine a sizable budgetary surplus with an easy money policy 
to achieve a stable growth in National Income. To assume that tax 
measures necessary for this kind of stabilization could be passed and 
administered is unrealistic. Moreover, indirect repercussions seem to 
me quite unfavorable, so that this intellectually intriguing alternative 
may well be dismissed at once. 


The primary means of fiscal policy are variations of revenue and 
expenditure. Variations of Government revenue and expenditure 
can be measured in terms of flexibility. Absolute (dollar) change 
or a percentage change is related to an external variable like Gross 
National Product or Employment in the formula: 
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Dollar Increment of Deficit 
Dollar Increment of Gross National Product 





Although lags are important, change is usually measured without 
reference to the time which must elapse before the measured result 
comes about. 


Built-in (automatic) flexibility of revenues and expenditures 
does usually mean that under existing programs and statutes (with- 
out legislative change or major exercise of administrative discretion, 
although appropriations may still be needed) revenues and expendi- 
ture will change as the result of change of the Gross National Product 
or of Employment. The revenue and expenditure change in turn may 
influence the size of Gross National Product and of Employment. In 
the actual measuring, changes in Gross National Product causing 
changes in tax receipts and expenditures, and change in tax receipts 
and expenditures causing changes in Gross National Product will not 
be easily distinguishable from each other — although the economic 
processes are distinctly different. 


We shall restrict ourselves to the federal fiscal impact, although 
total fiscal effects will not depend only on revenue and expenditure of 
the Federal Government. The financial systems of states and munici- 
palities are not well organized for contracyclical policy. Stringent 
constitutional, or in the case of localities, even statutory debt limita- 
tions and required earmarking of funds make flexibility very difficult 
to obtain. Individual state and local budgets by themselves are too 
small to have any recognizable influence on over-all fiscal policy. 
These governments can hardly have any incentive to follow a federal 
pattern, except for grants-in-aid that require matching or for similar 
devices. Federal deficit spending in the Thirties, small by itself, was 
largely counteracted by disinvestment and debt repayment by states 
and localities; therefore, it could not have had any significant stabi- 
lizing influence. 

Built-in flexibility of taxation has increased very much over the 
last generation due to the increasing importance of personal and 
corporate income taxes. Nevertheless, there is widespread conviction 
today that the effects of built-in flexibility of taxation are not strong 
enough to mitigate economic fluctuations sufficiently. 


It must be stressed that the degree of flexibility and the speed of 
variation of revenue and expenditure do not go hand in hand; frequent- 
ly speed of expenditure change will be greater than speed of revenue 
change. The speed of possible increase of revenue and of expenditure 
is different from the speed of decrease of revenue and expenditure. 


Legislative deliberation frequently takes more time than adminis- 
trative deliberation. Nevertheless, speed of legislation measured from 
the beginning of deliberation to the actual tax receipt or expenditure 
may well be in any specific case greater than speed of mere adminis- 
trative action. Consideration of every case on its merits, without much 
reliance on supposed general considerations, will be necessary. 
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Changes in the large aggregates may mean little and are not well 
geared to specific controllable effects. We must, therefore, more 
concretely analyze revenues and revenue increases, expenditure and 
oe decreases in terms of their efficiency as controls of price 
evels. 


The influence of a tax rate change on price can be approached in 
different ways. The different methods of analysis have not yet been 
well coordinated. At first glance the customary or somewhat revised 
doctrine of shifting and incidence of taxation seems to be applicable. 
In fact, most seemingly up-to-date versions of cost push approaches 
to inflation are extensions of those old doctrines. Theory of incidence 
as a rule still follows the time-honored pattern of particular equili- 
brium analysis; that is, it considers taxes as raising the seller’s cost 
but does not consider taxes as decreasing the buyer’s income. This 
might be good enough for small excise taxes. But such analysis be- 
comes unrealistic and incomplete for all-pervading income taxes, 
especially if the tax takes away a considerable part of incomes. Such 
taxes have an unfavorable effect on demand and hence, unless prices 
are very rigid, on price. We cannot say that these aspects have not 
been considered at one time or the other within the formal frame- 
work of a theory of shifting and incidence, but we are still far from 
a comprehensive modern theory comparable, perhaps, to the theory 
of the impact of foreign trade on income as it has been developed. 
Rising income tax rates must on balance have an unfavorable effect 
on the demand side; that is, they will lower demand and, most likely 
in the final outcome, prices. Very great difficulties in substitution or 
conditions of strongly decreasing cost, which are often combined with 
monopoly conditions, may on balance make for higher prices as 
taxes rise. While such cases are not impossible, we cannot assume 
them to be prevailing. 


Increased personal income taxes will hardly have a price raising 
effect, especially if substitution of other goods is impractical. Raising 
direct business taxes would have a strong containing influence on 
price rises by depressing effectively demand and business expectations; 
although in certain cases this will lead rather to restriction in output. 


There is at any rate an effective limit to tax increases. Colin Clark 
has asserted that in a democratic society avoidance and evasion, in 
part through inflation, will prevail if more than 25 per cent of the 
National Income is taxed away for an extended period of time. This 
limitation may not have sufficient empirical proof. For quite a while 
before 1956, we had a tax load of at least 25 per cent of Gross Na- 
tional Product at stable prices. Yet certainly there is some breaking 
point beyond which taxation cannot go in a free society. 


There is no necessary symmetry; tax reduction is not necessarily 
the best means to raise output or prices or both. A reduction in busi- 
ness taxes is likely to be ineffective especially if profit expectations are 
unfavorable, if capacity is too large, or if a good number of firms are 
not benefitted because they are without profit. Decreased excise 
taxes may favor industries which deserve it least. 














An increase of exemptions in personal income taxes or lowering 
of the tax rates in the lowest brackets will increase consumption, but 
not necessarily by the full amount. It is the increase in investment 
which is most urgently needed under somewhat depressed circum- 
stances. 


Temporary tax cuts, despite set cut-off dates, may likely become 
permanent. Temporary tax cuts, if the time limit is taken seriously, 
may give incentives to savings but hardly to long term investment 


of any kind. 


Unfortunately, the machinery to change tax statutes and the ma- 
chinery to collect changed taxes are rather slow and sometimes the 
results are not easily predictable. The required prepayment of per- 
sonal income taxes, especially through withholding, does greatly 
shorten the time period involved and thus makes personal income tax 
change a more powerful fiscal weapon. We have also made hopeful 
starts toward some prepayment of the corporate income taxes, thus 
making for a faster impact of business tax changes. 


Control of spending is divided between the legislative and execu- 
tive power. As a rule, Congressional control ends with appropriation. 
This control is further complicated by the existence of unused carry- 
over obligational authority and spending authority. Administrative 
control alone is relevant for the steps following appropriation, that 
is, for the release of appropriated obligational authority by the Bureau 
of the Budget or for the letting of contracts, etc. Practically speaking, 
the actual control of actual spending is overwhelmingly administrative; 
congressional refusal of funds may take a long time in certain areas 
to take any effect. 


If one should hold that an administration will not spend fast and 
enough or has not prepared a proper spending program in time, then 
a Congress not trusting an administration may well have to consider 
an increase in the personal exemptions and possibly a reduction in 
some excise taxes as second best method. 


Much depends on the administrative preparation of spending. 
Much depends on when anticipatory action by business can and will 
be taken. An appropriation that conforms to a willingness of the 
administration to spend the appropriated money will be an important 
step. Sometimes the letting of contracts or refusal to let will have 
the strongest impact leading to anticipatory increase or decrease of 
private spending. Semetimes only actual expenditure will count. The 
relative importance of every step is different according to circum- 
stances. Anticipatory private spending and non-spending and antici- 
patory private use or non-use of resources, not only the periods of 
income propagation following the expenditures, have to be considered. 
Expenditure-like activities (guarantees, etc.), or their withdrawal or 
restriction, are very important. The use of large aggregates and the 
use of single time points to judge the process will lead to serious 
oversimplification. 


Flexible expenditures would add to the stabilizing influence. Un- 
fortunately, flexibility on the whole has declined considerably as 
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against the Thirties, largely due to the preponderance of defense ex- 
penditure. At the present time, increased defense expenditures would 
be stabilizing. Generally, only the slightest degree of flexibility of 
defense expenditure can be assumed; and that only in the sense that 
if there were widespread unemployment and social unrest in the 
Western World, the aggressive propensities of the Soviet Union would 
probably increase and then require more expenditure for defense and 
foreign aid. 


The question immediately arises whether the flexibility of govern- 
ment expenditures could not be increased. At the present time not 
too much hope can be put in attempts to cut expenditures. Increases 
and extensions of unemployment compensation and of social security 
at the proper time will swell an item of expenditure which is likely 
to show a high degree of built-in flexibility. Moreover, increases of 
public support of building, of homeownership, of urban renewal, and 
of slum clearance at the proper time may develop an area of public 
expenditure which may be managed with a great deal of flexibility 
and many other areas of public works may be considered against pre- 
vailing opinion. I believe that government projects can more easily 
be stopped than can reduced taxes again be increased. Our federal 
highway financing program has justly been criticized because it has 
unduly restricted legislative and administrative flexibility in one of 
the few areas where contracyclical flexibility still seems possible. 


Decreased government spending by itself is not an effective brake 
on inflation as long as untaxed funds remain in private hands to be 
spent. A government surplus will have a restrictive influence with 
certainty only if the resulting surplus is sterilized. The surplus may 
be used for debt reduction; the debt repayment will have any restric- 
tive effect only if care is taken that the increase in the spending 
power of the recipient of the money is in some way destroyed. The 
classical case is the repayment of public debt to the banks with 
simultaneous reduction of their money creating power. If this re- 
duction of the money creating power of the banks cannot be properly 
safeguarded, the debt reduction out of surplus will have an expan- 
sionary effect. 


When considering aggregate surpluses and deficits as the tools of 
fiscal control, the inflationary or anti-inflationary power of the proper 
debt management has not been sufficiently kept in mind. As against 
one or two generations ago, there has been not only an absolute, but 
a very large relative, increase in what are called money substitutes or 
sometimes near money. Short-term public debt and freely cashable 
long-term debt of the savings bond type form a major portion of 
these very liquid assets. In general, additional expenditures are ex- 
pansionary, but expenditures made on servicing the public debt may 
be contracting due to their asset effects. Higher spending on interest 
on the public debt may make it possible to have a public debt of longer 
duration; such securities will be harder to make liquid and their 
liquidation may have to take place without increase in the quantity 
of money. If these assets are illiquid, other liquid assets will have to 
be held by the public or the banks. Higher interest rates also may 
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make possible a sale of government securities from the banks to 
private holders, thus decreasing private funds available. Extended 
ownership of the public debt by the commercial banks weakens pos- 
sible restrictive monetary policy. Generally speaking, the sale of 
securities by the banks increases bank reserves, hence is expan- 
sionary; but the transfer of public debt from the banks to private 
savers may well be a first step toward effective monetary restraints in 
the banking system. 


From all this, some conclusions can be drawn. For the purposes at 
hand large aggregates like Total Expenditure, but especially such 
as Gross National Product and National Income, hide significant 
problems. Their use is frequently dangerous. We need more specific 
knowledge about relations among more restricted aggregates. We 
lack sufficient quantitative measurements of repercussions and know 
little about the degree of stability of established relationships. 


Fiscal policy is basically concerned only with “levels” of output 
and employment and, perhaps, levels of prices. Different economic 
activities are influenced in different ways by different ways of taxing 
and of spending. The behavior of the investment goods industries in- 
cluding construction, and prices administered by business and unions 
have a crucial impact on our problems. 


Stabilizing fiscal policy should be content with less than com- 
plete success in achieving a set employment and price level. We know 
too little to prescribe precise timing and dosage. Attempts at too 
stringent stabilization will have undesirable side effects. Even during 
the supposedly stable Twenties we had considerable price fluctua- 
tions. The wholesale index rose 10 per cent from June, 1924 to 
November, 1925; the consumer price index rose 6 per cent between 
August, 1924 and April, 1926. It is, rather, the absence of almost any 
subsequent decline in prices which makes the present day situation 
novel and fraught with not fully explored difficulties. Increase in in- 
come taxes is likely to be a very powerful restrictive weapon. The 
consequences of tax reductions are quite varied as we have already 
seen. The effects of expenditure decreases in an inflationary prosperity 
are somewhat uncertain; the effects of expenditure increases in re- 
cession may be slow but are likely to be quite powerful, especially 
if directed toward the investment industries. The weapons of debt 
management have hardly been put to use. Funding of debt is eco- 
nomically most needed during inflation when interest rates are high, 
but then the fiscal burden is greatest and considered prohibitive by 
some. Nevertheless, an attempt to use debt management for stabiliza- 
tion purposes should be made. Combinations of different kinds of 
measures have recently been proposed quite frequently. 


The determination of the extent of permissible fluctuations in out- 
put, in employment, and in prices should be a primary policy decision. 
This, of course, does not mean that we ought to wait until fluctuations 
have gone rather far. We ought to prepare immediately; but we 
should use the more extensive and perhaps irreversible measures of 
fiscal policy with great caution and not without urgent need. Our 
restricted knowledge about the final repercussions is an additional 








reason why some degree of fluctuation should be admissible. The 
development of benchmarks for legislative and executive action would 
be of great help, even if these benchmarks are only tentative. They 
must not be made public, in order to avoid counterspeculation; al- 
though this poses a difficult dilemma. 


Monetary policy is much more flexible, faster working, more 
easily reversible, and can be more finely calibrated. This seems to 
me a major virtue of monetary policy which fiscal policy cannot match. 
Mistakes in judgment which will always occur can be corrected more 
easily and more rapidly. Dept management, however, is the most 
flexible part of fiscal policy. The defects of fiscal policy for purposes 
of stabilization are serious under inflation. With prolonged, though 
possibly mild depression, fairly massive deficit financing is a proper 
and adequate tool. At any rate, fiscal policy cannot stand alone. With- 
out proper monetary policy, fiscal policy cannot be at all effective. 
Nevertheless, from the point of view of the desirable separation of 
economic powers, of trial and error in these matters, the division is 
basically sound between the tax and expenditure power lodged 
primarily in Congress and secondarily in the Office of the President, 
and the money power lodged primarily in the Board of Governors of 
the Federal Reserve System. This separation of powers is sound, be- 
cause a more rational monetary policy can be hoped for under these 
circumstances and because mistakes of judgment can be more easily 
counteracted in this way. 


This paper was read at the Spring meeting of the Midwest Economics Association, 
Des Moines, Iowa, April 17, 1958, “The Inflation-Deflation Dilemma.” 


Dr. Walter Froehlich is Professor of Economics, Marquette University. 











EMPLOYEE PERFORMANCE COUNSELING 
by 
Nile W. Soik 


In the early 1900’s, the “bull of the woods” supervisor “laid down 
the law” if he didn’t like the way a man did his job. This blunt, direct 
approach left much to be desired. 


In the 1920’s, psychologists advised that supervisors praise before 
criticizing. While this approach was obviously an improvement over 
the more direct method, it had its limitations. The individual was 
gradually conditioned to anticipate a reprimand after each word of 
praise. This conditioning, whether a criticism was forthcoming or not, 
significantly lessened the effects of any sincerely offered word of 
praise. 


Then psychologists suggested an even more sophisticated technique 
— a refinement known as the “sandwich technique.” Supervisors 
were advised to praise — then criticize — then praise. Again, this 
method had limitations. Pride is not the only reason for self-develop- 
ment. Upward communication is limited because of fear of reprisal. 
The result may be a desire to please the boss, rather than a desire 
to do a better job by solving job problems and clearing up misunder- 
standings. 


Desired Results 


To counsel an employee effectively, is it first necessary to deter- 
mine the object of the counseling? What should be the primary pur- 
pose of employee performance counseling? 


The main purpose of employee performance counseling should be 
the development of the individual in his present job. The purpose 
should not be to warn the employee he must do better, to train him 
for a higher job, or to change his personality. 


Climate of Performance Counseling 


To realize this development of the individual employee, a three- 
fold responsibility is involved: the employee’s understanding and 
acceptance of self-development, higher management’s realization that 
“management is the development of people and not the direction of 
things,” and the immediate supervisor’s sincere interest in his people. 


In an article appearing in the November, 1957, issue of the Uni- 
versity of Michigan Business Review, O. A. Ohmann, Director of 
Organization Planning and Management of Standard Oil of Ohio, 
says that his company planned a man-centered approach on executive 
and employee evaluation and found it didn’t work. The reason? “The 
counseling interview tended to be highly personal and the opinions 
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highly subjective, all of which aroused the natural defenses of the 
subordinate.” The result? “We decided we were not in the psychiatric 
business, we were not social workers, we were not an educational 
institution. We concluded we were interested in the job performance 
of individuals and the operating results they attained. These now 
seem clearly to be our objectives, not the changing of individual per- 
sonalities. Discussions are much more problem-centered than per- 
sonality-centered. Of course, we still get into some subjective mat- 
ters,” admits Ohmann, “but we find the impact is quite different.” 


Difficulties in Counseling 


Why is performance counseling difficult? There are four main 
reasons, involving attitudes, understanding, knowledge, and skills. 


1. The supervisor comes into the interview with certain precon- 
ceived attitudes or judgments which make it difficult for him 
to be open-minded toward the person being counseled and to 
listen with understanding to the person’s viewpoints, attitudes, 
and needs. 


2. The problem of communication is further complicated by the 
supervisor’s lack of understanding of the nature of frustration 
reactions. When the individual employee is criticized, he may 
become upset, aggressive or outspoken, stubborn, or even with- 
drawn. The reaction to frustration by the employee may result 
in the supervisor’s also becoming frustrated or subjective; he 
— fall back on his authority, or he may factually try to prove 

case. 


3. The supervisor may lack the knowledge of the steps which 
constitute an effective counseling technique, as well as an ac- 
curate knowledge of the individual employee’s performance. 


4. He may lack the skills of tactfully handling this difficult phase 


of communication. 


How to Counsel 


To overcome these four problem areas, a step-by-step procedure for 
effective performance counseling is as follows: 


Step 1. Plan 


The supervisor must plan with the thought in mind, “What can 
I do to help this man?” His attitude must be friendly and constructive 
— not “How can I tell this guy what a flop he is?” 


The supervisor should not be upset in attitude at the time of the 
counseling. If he is upset immediately before the counseling, a post- 
ponement is in order. 


The supervisor must have notes on critical incidents or points 
with relevant examples which made a significant increase or decrease 
in morale or productivity. A negative example of a critical incident: 
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on 5-3-58, Jim A. was asked to cut out a special part on his milling 
machine. He dawdled away an entire day on a job another man 
could have done in an hour. A positive example of a critical incident: 
on 5-5-58, Bill B. requested a recently developed tool bit for his job 
so he could do a better job at a higher speed. This improved the job 
about 25 per cent. 


With regard to negative critical incidents, the supervisor must 
have in mind some remedial action he may wish to recommend. 


He must select a suitable time and place to hold the interview, so 
that both he and the employee may have the most privacy and least 
job pressure. 


Step 2. Prepare the Employee 


The supervisor establishes rapport by addressing the individual 
by his name and putting him at ease, but avoiding an air of camara- 
derie or overeffusiveness. 


The supervisor then tells the employee that a performance counsel- 
ing interview is being held to help him help himself. He informs the 
employee that a discussion will be held with respect to his duties and 
responsibilities, how he performs these duties and responsibilities, 
what his future goals are, and how he intends to reach them. 


The employee is given a rating form and asked to review, mentally, 
the performance factors. He is not asked to reveal any weaknesses 
in his job performance. This mental review serves to make him more 
aware of the factors involved in the evaluation, as well as his own 
self-evaluation. 


Step 3. Reach Agreement on Responsibilities 


The employee is asked whether he has any question on his job 
duties or responsibilities. For example, an individual may feel part of 
his duties as a general inspector involves stock chasing. The super- 
visor’s clearing up this misunderstanding is bound to improve the in- 
spector’s job performance. Or the employee may feel that contacts 
with other employees are of little significance. So he overemphasizes 
production and minimizes covneration. Again, a clarification of job 
content is in order. 


Step 4. Criticize Constructively and Praise Sincerely 


To establish a positive tone regarding the individual’s handling of 
his responsibilities, the employee is asked to choose which he prefers 
to hear first: where he can improve, or where he is doing well. By 
having a choice, the employee feels that he is respected as an in- 
dividual. 

To criticize connstructively, the supervisor should use a warm, 
calm tone of voice. He questions the way the employee handled the 
job and the results he obtained. He does not question the employee’s 
intentions, or compare him or his work to others. In order to deter- 
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mine the strength of criticism to be used, the supervisor must know 
and understand his individuals. A firm, straight-from-the-shoulder 
talk could help one person, whereas an indirect show of confidence and 
support would help another. 


To make the employee realize the supervisor is not a grouch, 
positive examples must be cited. To praise sincerely, the supervisor 
cites examples of how the employee handled certain critical incidents 
— oe good results he attained; he does not praise the individual as 
such. 


If the employee has made no comment during the discussion, the 
supervisor then asks, “How do you feel about these points and ex- 
amples?” Should the employee become defensive and upset, there 
may be a need to postpone the discussion. Should the employee be- 
come stubborn or hostile, the supervisor must realize that these are 
frustration reactions to criticism. The supervisor must retain his self- 
control and objectivity. 


Step 5. Listen With Empathy 


To drain off any negative feelings of the employee, the supervisor 
uses the listening responses which are listed in Table I. In addition, 
the supervisor determines any positive feelings the employee may have 
on goals in the organization. He should ask, “What do you particularly 
want here at work?” 


Step 6. Work Out a Mutual Plan 


The employee is asked to suggest a program to reach his goals. 
The supervisor then asks, “How can I help?”, and adds his own 
suggestions on remedial action. These suggestions are mixed up with 
something that implies a real awareness of the supervisor’s own de- 
fects and as much as possible an acknowledgement of the employee’s 
merits. 


The looked-for improvements should be limited to a few areas in 
which the employee can realize some success. 


Step 7. Close on a Positive Note 


The supervisor should stress the joint responsibility involved, 
quickly review the major points covered in the employee’s program 
for improvement, and thank the employee for his interest and sincerity. 


Step 8. Follow-up 


This very important step keeps the supervisor posted on the em- 
ployee’s progress. The supervisor corrects any minor problem through 
a casual on-the-spot remark, and he provides encouragement to the 
employee by on-the-job conversation. 


Pitfalls 


A word of caution is in order. In using these steps, the supervisor 
should not expect absolute uniformity of viewpoints between the em- 
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ployee and himself. In addition, he should avoid making any promises 
of rewards that will materialize if improvements are forthcoming, 
other than a better performance rating. Furthermore, to maintain a 
positive tone, he must avoid any punitive action after a round of 
performance counselings — should the supervisor transfer or down- 
grade a couple of people at that time, he would create an atmosphere 
of tension and suspicion regarding the program. 


Attitude With Action 


The attitude of the immediate supervisor is all-important. His 
ability to create a positive climate — particularly to listen with under- 
standing — rests on his sincere desire to improve his employee’s 
job performance. The supervisor’s adoption of an employee per- 
formance counseling program will confirm L. Appley’s statement 
that “Management is the development of people and not the direction 
of things.” 


Nile W. Soik, Allen-Bradley Co., Milwaukee, Wisconsin, is lecturer in Manage- 
ment, Evening Division, Marquette University. 
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TABLE I 
LISTENING RESPONSES 


Let the speaker know he is getting through to you by 
making a brief comment or action to show interest and 
understanding. Some examples of brief comments are: “I 
see,” “I understand,” “That’s clear,” “That’s interesting,” 
“Oh,” “Uh hm.” Words aren’t always necessary to en- 
courage a person to continue talking. A brief action, such 
as a nod, or smile, may be sufiicient. 


Instead of keeping up a running stream of conversation, 
use a pause. During a 5-10 second pause, look at the person 
expectantly, and be sensitive to his facial expressions and 
other cues to enable you to distinguish between a “pregnant 
pause” and an “embarrassing silence.” During an “em- 
barrassing silence” a person is tense and uncomfortable. 
During a “pregnant pause” a person is at ease and collects 
his thoughts. Establish eye contact and maintain it to in- 
dicate that the speaker’s words are a matter of concern. 
Such attention helps the speaker express himself more 
clearly. 

Summarize. This is called the mirror technique. For ex- 
ample, “You want to,” “You feel,” “You think.” Try to 
mirror the person’s ideas and feelings without becoming 
emotionally involved yourself, or overly sympathetic, for 
your feelings can distort the facts all the more. 

Try neutral phrases, such as: “Tell me more about it,” 
“Explain what happened next.” Avoid negative phrases like, 
“You are wrong,” “That’s not the way I heard it,” which 
contradict the person and put him on the defensive. Also, 
avoid any positive phrases which give advice on personal 
problems, such as, “I think you should ... ,” “When I was 
.... “I told you . ..,” which can only make you feel superior, 
and the person receiving the advice, inferior. If you must 
advise, confine your advice to information the person needs 
and does not already have. 

Echoes, which are a repeating or rephrasing of the last 
few words a person said, can be helpful. For example, if a 
person said, “I don’t know what’s the matter with this place. 
It used to be different,” you might repeat, “It used to be 
different?” Other echoes might be, “Don’t like him?”, “Felt 
like quitting?”, “A low rate?” By using echoes in a question- 
ing tone, you encourage a person to tell why he feels as he 
does, without putting a direct question to him. 

Neutral questions, that make a person think, are useful. 
Examples are, “What do you think about it?”, “What do 
you have in mind?”, “How do you mean?” Neutral ques- 
tions can steer a person away from trivialities and touch on 
topics he’s avoiding. Avoid leading questions like, “Don’t 
you think it costs us trouble when you . . .?”, which a “yes”: 
or a “no” answers, and which make a person feel you are 
cross-examining him. 
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THE EMPLOYEE INDUCTION PROGRAM 
by 
Gordon R. Housfeld 


Among the many factors which are important to good relation- 
ships between employer and employee, perhaps none is more critical 
than the new man’s first introduction to the company. Having suc- 
cessfully passed the preliminaries of applying for a job and of being 
hired, the newcomer is naturally curious and even somewhat ap- 
prehensive about the environment in which he will be spending a 
goodly portion of his waking hours. The demands which will be made 
upon him and the expectations which he may entertain are all unknown 
quantities as he reports for work. His ultimate effectiveness to the 
company and to himself may well be determined in the next few 
hours. If he is left to fumble through, with only vague directions and 
explanations from “someone,” his impressions will be confused and 
it may be days or even weeks before he has an understanding of his 
job, his associates, his working conditions. If, on the other hand, he 
is greeted with a clear, specific program designed to introduce him 
to his new surroundings, he will feel more sure of himself and 
be better able to fit himself into his new environment. 


In recent years many companies, both large and small, have 
recognized the value of such an introduction, and the employee in- 
duction program has assumed increased importance to personnel 
directors and to supervisors. 


Results from a recent study on employee induction show that many 
employers today are taking an interest in establishing an effective 
relationship with their new employees. The study was implemented 
by means of questionnaires mailed to 175 manufacturing firms located 
throughout the state of Wisconsin. Because it has been found that 
many firms are interested in improving their induction programs, it is 
hoped that the survey will provide an analysis of induction practices 
against which companies may compare their own programs and pos- 
sibly draw conclusions which may aid in planning future improve- 
ments. 


A high response brought 153 completed questionnaires and 10 
letters explaining induction programs. These companies represent 
a cross-section of the Wisconsin manufacturing industry. Classified by 
size of company based on number of employees, 42 firms have less 
than 250 employees (Class 1), 56 firms have between 250 and 1000 
employees (Class 2), 28 firms have between 1001 and 2000 employees 
(Class 3), and 27 firms have more than 2000 employees (Class 4). 
The effect of the size of the company on induction was found to be 
significant in several areas. 


Objectives of Induction 


How can the effect of the induction program be measured? To 
answer this question, six areas were selected by which it was thought 
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possible to measure the effect of induction. Companies were asked 
to check whether or not they had considered any of these objectives 
as a part of their program. They were also asked to check the effect 
which induction has had upon these objectives. These objectives are: 


1. Reduced labor turnover (by 27 firms) 

Reduced absenteeism (by 33 firms) 

Fewer grievances (by 26 firms) 

Less violations of company rules (by 46 firms) 
Less training time needed (by 16 firms) 

6. Increased use of company services (by 26 firms) 


Although there is no definite proof that these objectives have been 
statistically measured by the participating firms, the results do in- 
dicate that induction is providing benefits to the company as well as 
to the new employee. 


Pf » f 


Extent of Induction Programs 


Of the responding firms 68.8 per cent have induction programs. 
There appears to be a slight relationship between the size of the 
company and whether or not it will have a program. Only 59.9 per 
cent of the Class 1 firms have induction programs as compared with 
82.0 per cent of the Class 4 firms, with corresponding increases in the 
Class 2 and Class 3 firms. 


Responsibility for Induction 


The personnel department and the supervisor were found to share 
the duties of induction in 77 firms. In 41 companies, the job was done 
by the personnel department while the supervisor handled it alone 
in 10 companies (of which 7 had fewer than 250 employees). This 
differs from the hiring procedure, where the personnel department 
does the hiring in 78 firms and the decision is made jointly with the 
supervisor in 55 companies. For new employee follow-up, a part of 
the induction program, there is no definite rule as to who is responsible. 
Either of the parties may handle the follow-up procedure. 


Sponsors 


Approximately one-half (51%) of the responding firms use spon- 
sors in their induction procedure. In most cases these sponsors are 
selected by their supervisors and usually are paid their regular rate; 
although some companies pay them a higher rate for performing this 
service. Forty-three out of 53 firms do not train the sponsors in in- 
duction methods. 


Company Policy on Induction 


Of the responding firms, 24 state induction procedures and 14 
define induction methods in their company policy. This seems to in- 
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dicate that in most firms, induction is something that just started when 
the need arose and has never been formally set down in writing. Of 
the companies 73.5 per cent pay new employees for time spent in 
induction. 


Methods Used in Induction 


In 97 firms individual processing of new employees is used in in- 
duction. In 34 companies, a combination of individual processing and 
group meetings is used, while only 5 firms use the group method ex- 
clusively. The most frequent length of the induction program is one 
hour, found in 47 of the firms. Thirty-minute programs are used by 
25 companies and a two-hour session is used by 16 firms. Most of the 
companies have only one session (88) while several (20) have two 
sessions. In 31.4 per cent of the responding firms, the new employee is 
introduced to his fellow workers. By fellow workers is meant every- 
one in the department or section in which the employee will work. 


Employee Handbooks 


The employee handbook is used by 59.9 per cent of the participating 
companies. There appears to be some relationship between the size 
of the company and whether or not it will have a handbook. Sixty-six 
per cent of the Class 4 firms have handbooks while only 41.6 per cent 
of the Class 1 firms use this induction technique. The employee hand- 
book is distributed to the new employee during the induction pro- 
gram in 48.8 per cent of the firms, during the hiring interview in 45.6 
per cent of the firms, and in the training program in 3.6 per cent of 
the responding firms. The most frequent items covered in the em- 
ployee handbook include company rules and regulations, company 
history, company policy, vacations and holidays, company products, 
safety, and group insurance. 


Other Aids in Induction 


The plant tour is used by 28.8 per cent of the participants and 40.5 
per cent use some type of safety lecture. Question and answer ses- 
sions for new employees are used by 25.5 per cent and 20.9 per cent 
use the conference method in induction. The subject most frequently 
stressed was safety and company rules was next in importance. To 
insure that all of the steps in the induction procedure were being 
followed as well as to provide a tool for evaluation of the program, 
43.4 per cent of the companies had devised some form of a check-list. 
Several also used it as a means of coordination between line and staff. 


Follow-up 


By following-up on the new employee after he has been on the job 
for a short length of time, the personnel department or the supervisor 
can get some idea as to whether a proper decision to hire was made. 
It also gives the new employees a chance to ask questions about the 
company. Thirty-six firms follow-up after one week of employment, 
27 after one day, and the same number after two weeks. Of the com- 
panies 51.1 per cent use one follow-up for each new employee. 





Personnel Manager's Opinion Toward His Induction Program 


The final question in the questionnaire asked the respondent to 
check the answer that best described his induction program. Although 
most of them said that it was sufficient, many indicated that it could 
stand minor improvements and 12 firms or 9.4 per cent said that their 
program is in bad shape and should be revised. 


Summary 


The purpose of this study was to discover the induction procedures 
of Wisconsin manufacturing firms and to define some of the trends in 
the process of introducing the new employee to his job. The high 
response appears to indicate an interest in induction and many per- 
sonnel managers expressed themselves as being dissatisfied with their 
programs; thus it is hoped that this study may be of help in planning 
future induction programs. Results from this study are not conclusive 
because the field of human behavior is constantly being scrutinized to 
take advantage of new discoveries which may make a happier, more 
productive worker. 


Gordon R. Housfeld — Ladish Company, Milwaukee, Wisconsin. 
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WATCH WISCONSIN 
A Comparative Analysis of Retail Sales Trends 
by 
Parker M. Holmes 


Total retail sales in May were estimated at $16.7 billion — a de- 
cline of 3 per cent from the year-ago level. However, just as “markets 
are local,” so is the recession. Fifty-nine cities are expected to show 
gains ranging from 1 to 17 per cent. Among the reasons reported for 
these gains are special sales campaigns, increased government defense 
spending, construction, good farm and cattle prices, more favorable 
than usual weather conditions, and increased tourist traffic. 


These markets offer unusual opportunities for the alert sales and 
advertising executives to adjust sales and advertising promotional 
efforts with intensification in those markets in which consumers are 
relatively responsive to such efforts. These relatively favorable con- 
ditions may extend to entire areas. For example, Florida is the only 
state reporting above average indexes for all major cities, which is 
attributed to increased tourist traffic and a high percentage of steady 
employment industries and construction. 


Some areas, like San Jose, California, are reflecting the stepped-up 
missile program. Other aircraft cities, such as Los Angeles, San Diego, 
Wichita, Paterson, and Tulsa are still experiencing payroll declines 
as a result of the time lag involved in translating recent procurement 
expansions into a pick-up in employment. Other areas, such as Lynn, 
Massachusetts and Wilkes-Barre, Pennsylvania show recoveries from 
recent recession lows. New York and Chicago, which are centers 
for service and trade, continue relatively strong due, in a large degree, 
to the diversification of industries. On the other hand, Detroit, which 
is largely dependent upon the automotive industry, is hard hit with the 
current index dropping to 92.5. 


Cities currently reporting gains of 10 per cent or more relative 
to the National average are Florence-Sheffield, Alabama; Ventura, 
California; Sioux City, Iowa; Baton Rouge, Louisiana; Albuquerque, 
New Mexico; Salem, Oregon; Abilene and Port Arthur, Texas; and 
Cheyenne, Wyoming. Among the larger cities, Milwaukee continues 
with a relatively good showing, moving up from 9th place in February 
to 3rd place in May. 


Hard goods lines continue relatively weak in contrast to substantial 
gains in food, apparel, drug, and gasoline service station sales. Sales 
by major retail categories for the first quarter of 1958 compared with 
the first quarter of 1957 were as follows: 


Per Cent Changes 
OE CCT EET —0.2% 
ne ie ct hs ou eeheahocn 8.9% 
SE viicWkdeaneedsekd weaeeenstecexe 8.5% 





Drug and Proprietary 


General Merchandise 


Furniture and Appliances 


Lumber, Building and Hardware .... 


Automotive 


eee ee ee esas eee 


Gasoline Service Stations ........... 
Eating and Drinking Places ......... 


*Monthly Index of Retail Sales vs. Year-Ago 


May 
Eg. oa can ce ae dasa 97.0 
MAJOR CITIES 
od wae heared 105.6 
ET Jha abs ene ass o0aadekoune 102.1 
E> 4c ka Sacconanwenates 100.2 
EN ida uses a aca beat ke eee 99.9 
EE 9 catéacmnkdadanaices ine eawele 98.6 
EE hi on ctivdhcne shvdackaiede cen 98.4 
RIGS PEEP ERIE ere RHINO 98.3 
EN id xctngh ond bh bencnmhin nee 97.9 
a i atciennddea vane ee cen 97.5 
ES i ko be ans dane 20s wees 97.2 
WER Os 5s. Wa kvend ddwew ade ke 96.3 
Ey ins Se wtUhentinbsewhaaa 96.3 
IR io). a naedbamb'cweewenan 96.1 
ET 6 ts ais te nbn eh earurbmlare 95.4 
PE odd wah bob bce aint Aen cnad ena 95.3 
I iid Sc patnan aoa ae Recetas met 94.9 
<5 chock oe seat eeba te nedin 94.7 
I dos So wang ade Saiewew 93.9 
SEE ho aking paca s weaee sees eenee 92.7 
NE inks KGL bdaake eek ae eewces 91.5 
ES bik o< cone. cami au weak eeu 90.7 
I ahs 56 abs pee nulesbebewsed ooawee 89.7 
Other Wisconsin and Illinois Cities 
NS ei one gna Ce ered ait hails ductile 101.1 
EET CPE PO 100.0 
I: 6. ii otitis s i enaein ke eeciods 97.6 


Pe 7.8% 
pee ick 4.5% 
shiialia's 0.4% 
rere y 0.0% 
ene —2.5% 
rene —6.7% 
okets —13.5% 
1958 vs. 1957 

April March 

98.0 102.0 

105.3 107.6 

103.8 106.6 

100.6 103.5 

100.7 104.1 

99.3 102.9 

100.8 105.0 

100.1 104.4 

98.3 102.1 

98.5 103.1 

98.1 103.2 

100.1 106.4 

97.0 100.3 

96.3 101.4 

96.0 99.2 

95.7 99.2 

95.5 98.9 

95.9 99.3 

99.4 99.5 

95.5 100.8 

92.5 96.7 

92.3 97.6 

92.1 98.5 

102.2 105.0 

99.5 101.4 

96.9 101.0 





NE os cas ocdeeeee dncnw See cece 97.2 97.9 103.5 
ID vias 4: sca pte aed did dao wai 96.9 98.0 101.9 
I nie ah cas cana ana law arise Ream 96.6 97.5 102.3 
Do Soe Labs tee ee eee 96.2 95.2 99.3 
ED «in dv weevkeee kitebeieeds vee 95.9 97.5 99.9 
00 4 55444 de0namenaaiena 95.4 95.8 99.1 
Beloit-Janesville ..........ccccccceee 91.7 93.0 98.1 
IS Bhs 5 nt bi ee chive nda eeae 100.7 99.0 102.9 
Moline-Rock Island ................. 100.0 101.0 105.9 
eee eee 99.7 98.4 102.2 
Es oa eS de hades buhedp esas 97.0 96.7 99.9 
CE SLSR as cad eaeae ean ena eee 93.7 92.8 97.7 
a2... co tatesebon secewenken 93.5 94.8 99.6 
EE ee. en et ew ol sie the aie 91.9 93.5 98.7 





*Source of Data: Sales Management. 


Parker M. Holmes is Associate Professor of Marketing, Marquette University. 
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